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The Financing Opportunities 
Available for Small Businesses 
Through the Federal Government 


Arnold Kaufman 


One the most difficult problems 
which confronts many small business 
that obtaining sufficient long-term 
operating funds. The amount working 
capital that can generated from profits 
investments has its limita- 
tions. When these have been reached, 
where does the small businessman go? 
Banks and other commercial finance in- 
stitutions have usually been available for 
short-term loans. However, they have 
traditionally been unwilling provide 
retail merchant, wholesaler small 
manufacturer with long-term equity 
financing. The Federal Government has 
moved and through the Small Business 
Administration, now attempting 
fill this gap. 


The Small Business Administration has 
adopted three methods which hopes 
make financing more readily accessible 
small business. 


Direct loans 


Joint loans with private lending 
institutions 


The licensing Small Business- 
Investment Companies. 


Ph.D. assistant professor accounting 
Fairleigh Dickinson University. Dr. 
Kaufman has prepared “Accounting 

Trends and annual 
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porations which issued the 
American Certified Public 


Accountants. 


Direct Loans 


private financing cannot ar- 
ranged, the Smal! Business Administra- 
tion empowered make loans 
$350,000 any one borrower. These 
loans may for maximum ten 
years or, where the funds are used 
for the erection plant, ten years plus 
the time necessary complete con- 
struction. The interest rate would 
51/2 per cent. Frequently the principal 
factor determining whether request 
for direct loan will approved not 
the specific collateral which may of- 
‘fered but evidence that future operations 
will sufficiently profitable assure 
repayment. 


For purposes making loan, the SBA 
defines small business follows: manu- 
facturing concern—if employs under 250 
persons, but event more than 1,000. The 
exact limit will depend the particular in- 
dustry. wholesale company—if annual sales 
are under $5,000,000. retail trade service 
firm yearly sales receipts are 
$1,000,000 less. 
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Joint Loans 


this instance, the Small Business 
Administration and local bank, other 
lending institution, combine provide 
the necessary funds. The Small Business 
participation limited 
per cent the amount the loan. 
The terms the loan relating maxi- 
mum amount, period time, and increase 
rate, are the same those for direct 
loan. However, the private finance or- 
ganization permitted charge rate 
higher than the 51/2 per cent which 
applies the Small Business Admini- 
share the loan. Another type 
loan, the Limited Participation 
loan, has proved particularly helpful 
the small business has cangible 
collateral offer. The conditions such 
loan provide that the Small Business 
per cent, but event more than 
$15,000. 


Small Business 
Investment Companies 


The first two methods will not meet 
the requirements small business 
which needs financing for term longer 
than ten years. Futhermore, these pro- 
cedures will not help businessman who 
looking for equity capital 
funds which need not repaid some 
specific future date). 1958, Congress 
authorized the establishment Small 
Business Investment Companies. These 
organizations are privately managed and 
operate with both Federal and com- 
mercial funds. date, more than 130 
Small Business Investment Companies 
have been licensed, including twenty-two 
New York, northern New Jersey, and 
Connecticut. They have over million 
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dollars capital, and their loan potential 
almost million. Business In- 
vestment Company may make monies 
available under either one the fol- 
lowing arrangements: 


secured long-term loan; 


exchange the desired funds 
for convertible debenture bonds 
stock the borrowing company, 
equity capital needed. 


Secured Long-term Loans 


loan may made for term not 
exceed twenty years. However, 
specific conditions apply, the loan may 
extended for another ten years. the 
Small Business Investment Company 
private lending institution, financed 
large extent commercial funds, there 
ceiling the interest rate which 
may charge. Futhermore, there 
limitation the size the loan which 
may made any one borrower. 


Equity Capital Financing 


Unlike the large corporation, the small 
businessman cannot resort the public 
offering stock obtain permanent 
funds with which operate his business. 
Small Business Investment Company 
may supply such monies receives 
exchange stock unsecured bonds 
which would convertible into stock. 
The obvious advantage this type 
financing over long-term that 
tangible collateral (machinery, building, 
etc.) not needed. Problems, however, 
may from new groups obtaining 
ownership the company. 
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The loans and investments made 
Small Business Investment Companies 
indicate varied and extensive interest 
the financial needs small businesses. 


its first seven months operations, 
the Electronics Capital Corporation sup- 
plied $300,000 equity capital Vega 
Electronics Corporation, Palo Alto, Cali- 
fornia and made equity capital com- 
mitment $1,000,000 the Porter In- 
strument Company Inc. Long Island, 
New York. 


Hanover Small Business Investment 
Company specializes financing retail 
food and drug stores and has made long- 
term loans which have ranged from 
$5,000 $30,000. 


Allied Small Business Investment 
$3,000,000 small businesses. date 
its investments have included holdings 
land development company, two 
radio stations, ethical drug chain, 
machine shop, engineering firm, 
furniture company, and two apartment 
houses. 


small businessman desiring ob- 
tain funds through the facilities the 
Small Business Administration would 


well first obtain professional coun- 
seling from his local bank, accountant 
lawyer. The regulations and laws ap- 
plicable the Small Business Admini- 
stration have been subject constant 
revision. Furthermore, basic 
types financing are available (direct 
loans, joint loans, and small business in- 
vestment company loans investments, 
important first determine which 
method best suited the business- 
man’s particular need. 


Many situations may still arise 
which financing not available the 
small businessman. The Small Business 
Administration has, however, made great 
strides area which previously would 
not touched banks other legiti- 
mate private lending institutions and 
was, therefore, the private domain 
the loan sharks and other high-interest 
groups. After all, the desired type 
financing not available particular 
situation, the fault may not attributable 
the financial world but the fact that 
the business does not justify any loan. 
federal monies are granted the 
inefficient and economically unsound 
business, then free enterprise longer 
exists. One the privileges which 
part this system the right fail. 


Small Business Administration publi- 
Finance,” Business Management Series 
No. 15, available from the Govern- 
ment Printing Office cost thirty cents. 
addition discussing the various procedures 
for obtaining outside funds, the booklet in- 
cludes detailed presentation many the 
other areas which relate the financial opera- 
tion small business. 
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Make, Buy Lease? 


Marketing Orientation 


Robert Strunning 


Nature the Problem 


Whenever made, the 
purchaser has acted upon decision 
buy rather than make lease. Each 
make decisions based the same alterna- 
tives. For example, the unaccustomed ex- 
ertion experienced removing snow 
from one’s driveway following heavy 
snowfall could serve stimulus for such 
deliberation. the man leans heavily 
his shovel following several hours 
unsolicited exercise, his thoughts may 
well turn power shovel snow 
blower, particularly the “hidden per- 
suaders” are worthy their reputations. 
this instance the most likely 
tives are either buy lease. How- 
ever,.to make can not ruled out, since 
‘it would possible for the “do-it-your- 
selfer” assemble contrivance some 
sort. 


The decision whether business 
enterprise should make, buy lease 


William Stranning received bis 
Columbia M.S. from 
Stevens and the preseni 
tiene completing bis disseration for 
the New York 


University. 
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frequently not that simple. complex 
because the large number factors 
that must considered and because 
the larger scale. Moreover, compli- 
cated the fact that the ultimate decision 
may determined several persons 
rather than single individual. 


While there have been number 
articles published this subject, there 
have been few serious studies 
fortunate, however, that two such 
studies are available, one originally done 
James Culliton 1942 under the 
auspices the Division Business 
Research Harvard University Graduate 
School Business Administration,’ and 
the other published special study 


McGraw-Hill Both studies in- 
dicate that the complexity noted above 
tends induce individual firms make 
grounds. The studies also indicate 
the ultimate choice 
fluenced irrational factors. 


Boston; Harvard University, Graduate 
School Business Administration, 1942. 


Make Buy Factors Affecting 
Executive Decisions, New York; Mc- 
Graw-Hill, 1956. 
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Make and buy are actually the ex- 
tremes the problem. its “classic” 
form the problem would stated “make 
buy.” The addition the word 
“lease” indicates that compromise be- 
tween the extremes possible. Thus 
firm interested making product may 
temporarily engage facilities and 
thereby commit itself lesser degree. 
The problem essentially the same 
whether finished product, component, 


Traditionally, the problem has been 
approached from overall company 
viewpoint. However, since most com- 
panies have until recently been 
duction oriented, marketing considera- 
tions have received proportionally less 
attention. recent years many firms 
have changed their orientation and now 
looks toward the market. Thus, ap- 
praisal from marketing orientation 
warranted. 


Historical Perspective 


Make, buy lease not new pro 
industrial society the time that speciali- 
zation introduced. The early factories 
the United States were virtually self- 
they made everything, in- 
cluding. machinery and power. But the 
growing economy and the consequent 
expansion markets placed heavy 


.demands the relatively small, “do- 


everything plants. Thus, the plant mana- 
ger began take advantage specializa- 
tion, especially with respect tool-mak- 
ing. The trend buy from specialists ra- 
ther than make continued until the 
early 1930's. Integration that time 
had been largely horizontal. Then some 
the larger companies began integrate 
vertically, make rather than buy, 
order eliminate several buying and 
selling transactions. 
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recent years there have been signs 
further change. Does that mean that 
the trend toward vertical integration, 
making, has reversed itself? There in- 
sufficient evidence give affirmative 
answer this time, but several tendencies 
that direction can discerned. 
however, should noted that several 
observers have remarked that appear 
tegration make, and specialization 
buy. For example, “For years many 
larger American companies grew ex- 
tending their operations vertically. Re- 
lated companies were merged perform 
vertically related functions, textiles 
where companies were combined 
everything from raising the cotton 
owning the stores that sold the product.. 
Economists think vertical integration 
having two possible directions: up- 
stream, toward the source supply, 
downstream, toward the markets 


“At this stage American business, 
however, the current trend toward 
neither vertical nor horizontal structures 
but toward diversification, the adding 
new lines that have functional re- 
lationship the products previously 


The growth several forces may en- 
courage U.S. industry buy rather than 
make: 


Automation may discourage making 
some instances due the large 
capital investment required and the 
necessity commit one’s energies and 
facilities large scale. 


This paragraph based similar 
discussion Culliton, op. cit. 

Harry Walker Hepner, Modern Mar- 
ketings Dynamics and Management, New 


York: McGraw-Hill, 1955, 445-446. 
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Standardization could lead the 
growth firms that specialize and 
that compete price basis. 


Marketing rather than production 
orientation will tend make the pro- 
blem “manufacturing” market 
more important than manufacturing 
product. Emphasis will placed 
satisfying the market demand with 
product from flexible source since 
market demands tend change fre- 
quently. 


The extension leasing may en- 
courage firms lease manufacturing 
facilities satisfy market with pro- 
duct rather than invest heavily, but 
revert buying when competition 
enters with better cheaper product. 


Bases For Decisions 


While the make-buy-or-lease problem 
differs from company company, certain 
general considerations appear have ap- 
plication most cases. 


Product Considerations regarding 
the product are important. What type 
product it? How much know-how and 
equipment does take make it? 
component part raw material, 
will improve our final product? Also, 
has the product under consideration been: 


bought but never made our 
firm? 
made but never bought our 
firm? 
mever made bought our 
never made any firm? 


Company How large our com- 
pany? have adequate resources 
(both natural and financial) 
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ties? The age the company must 
considered (in general better for 
young companies buy whatever they 
can the outside). 


Quantity How much the pro- 
duct under consideration required? 
would not pay make 
small quantity, while other times 
would easier make small quantity 
than buy it. 


Competition our competitors 
make buy? Are there many few po- 
tential suppliers the product under 
consideration? 


Trends What are the long term 
trends for the product likely be? 
what stage the fashion cycle the 
product? 


Personal Influence What the 
attitude top management towards 
making, buying leasing? dominant 
member management “pushing” one 
the alternatives? should noted 
that there seldom company unity for 
against one the alternatives. fact, 
has been noted that certain depart- 
ments tend have virtual built-in bias. 
For example, the production department 
generally for making, while the pur- 
chasing department tends favor buying. 


Other Factors Many other factors 
play role, course. Some them are 
quite unpredictable, such war, long 
and intense labor difficulties, flood 
hurricane, fire, etc. 


Since the reasons given for making 
are varied and differ widely between 
companies, the following list cannot 
considered exhaustive, merely 


Reasons for making and for buying are 
for the most part summarized from 
Oxenfeldt and Watkins, op. cit. 
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Save 
Save buying and selling expenses. 


Save transportation and other physi- 
cal handling charges. 


Secure more direct control over 
quality. 


Secure better control over quan- 
tity (dependable supply). 


Desire initiate product changes 
rapidly. 


Desire maintain secrecy. 


Keep the labor force work 
during slack periods. 


Utilize presently unused plant facili- 


ties. 


Potential suppliers cannot produce 


desired product. 
Desire invest unused capital. 


Take advantage speculation 
raw materials. 


Tax advantage. 


Some the more important reasons 


Present management cannot 
additional burden. 


Flexibility (change supplier ad- 
just quickly cyclical changes). 

available break into new fields). 


specialized knowledge part 
product. 

Take advantage suppliers’ ser- 
vice (often given cost). 


Advantage advertising the use 
known part product. 

Cooperative advertising plan 
supplier. 

Ease pricing. 

Making would introduce health 
safety hazard employees. 

Making would cause increase 

Making would introduce legal dif- 
ficulties (for example, zoning 
laws). 


was previously stated that leasing 
many cases tends compromise, 
but has several advantages its own: 


for buying are listed below: 
Lack technical know-how with- 
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the firm. 


costs between making buying. 
Inability secure necessary labor 

skills. 
Difficulties obtaining sources 
raw materials. 


Additional inventory problems (raw 
materials must now 


Take advantage research facili- 
ties suppliers. 


Reciprocity. 


Utilize unused marketing facilities. 


Provides experiment making 
buying (comparison costs). 


Easier than making “back out of”. 


Advantages making while main- 
taining goodwill suppliers. 

meet temporary conditions (for 
example, war). 

Able keep trade secrets until 
market established. 


Ability test market demand 
for product quality desired. 


Affords ability, with limited capi- 
tal, say “we make ourselves.” 
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Tax advantages. 


For some firms the solution the 
problem making, buying leasing 
best answered combination alter- 
natives. For example, minimum quantity 
could made while outside suppliers 
could used meet peak loads 
special requirements. That solution 
apparently often neglected making 
management decisions. 


Summary and Conclusions 


Culliton concluded that most in- 
stances buying preferable making 
spite the fact that most companies 
have penchant for making. Oxenfeldt 
and Watkins arrived similar but not 
quite one-sided conclusion. effect 
they concluded that the circumstances 
each case differ and that change 
should made without very strong and 
well-founded reasons doing, but that 
often preferable utilize suppliers. 


From marketing point-of-view the 
choice between making and buying would 
ter —not without bias since buying, 
after all, marketing function. How- 
ever, the marketing point-of-view today 


may well become the top management 


company point view tomorrow. That 
position largely original with Peter 
Drucker: 


“In particular the new technology de- 
mands that management create markets. 
Management can longer satisfied 
longer see selling attempt find 
purchaser for whatever that the 
business produces. must create cus- 
tomers and markets conscious and 
systematic work. Above all, must focus 
continuously creating mass purchasing 
power and mass purchasing 
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Thus, the make-buy-lease problem ap- 
pears destined influenced the 
concept integration and the focus 
the market. consequence flexibility 
meeting the changing demands 
the market will most important. 
seem headed toward increasing emphasis 
new products, new uses and product 
modifications. 


one answer would satisfy the pro- 
blem for every individual plant. But each 
plant, deciding between making, buying, 
leasing, could benefit analysis 
measurement against concept “pro- 
jected obsolescense.” That concept, which 
cannot developed length within the 
limits this paper, means that the 
length time must estimated for the 
period that product will meet market 
demands before major change re- 
quired. While not always possible 
good estimate for pro- 
jected obsolescense, must attempted 
order provide basis for making, 
buying’ leasing. 


Marketing orientation will increase 
the likelihood leasing buying 
opposed making mainly because 
the increasing pressures for flexibility 
meeting market demands. The studies 
have available suggest that corpora- 
tions too frequently decide make only 
because their traditional production 
orientation. 


Peter Drucker, The Practice 
Management, New York: Harper 
Bros., 1954, 370-371. 
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Geoffrey Moore’s Economic Indicators 
Tools Managerial Control 


Gerald Evans 


The intent this paper explore 
the possibilities post cyclical behavior 
and attempt apply certain business 
indicators these cycles put into 
overall perspective the probable reliability 
data used predict the trend sales 
and used particular companies. 
The relevancy the discussion this 
paper may not specifically applicable 
any particular business situation. The 
purpose use whatever general ob- 
servations are formulated control 
guide any attempt bear out the 
validity specific data used given 
company tools. 


One general observation. has be- 
come increasingly clear that, after ex- 
amining the post business cycles, 
expansions have lasted longer, with the 
amplitude fluctuation being greater 
the upswing, whereas contractions 
have been lesser relative duration 
with lesser degree fluctuation 


Gerald fimancial analyst with 


New York. Formerly, Evans 


was registered with 
Paine, Webber, Jackson and Curtis 
Investment Bankers. Evans teaches 
Corporation the College 
Administration, 


Dickinson 
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the downside. concise. The 
economy has experienced booms, since 
II, with only temporary cyclical 
corrections termed “recessions” 
“rolling readjustments” put damper 
the general upward trend. 


The average expansionary cycle for 
cycles from 1854-1958 has been ap- 
proximately months. The average 
length contraction for the same time 
period months. During the last 
cycles since (1945-1958), the 
average cyclical expansion has been 
months whereas the average cyclical 
contraction has been months. 


The following table interest, 
only because its lack any definitive 
cyclical patterns. Expansionary phases 
cycles have lasted from months 
almost years (during the Civil War). 
Cyclical contractions have lasted for 
months little over years.. 


Duration Business Cycle 
Expansions and Contraction the 
United States, 1854-1958 


Business Cycle Duration Months 


Trough Peak 


December, 1858 
June, 1861 
December, 1867 
December, 1870 
March, 1879 
May, 1885 


October, 1860 
April, 1865 
June, 1869 
October, 1873 
March, 1882 
March, 1887 
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April, 1888 1890 


May, 1891 January, 1893 
June, 1894 December, 1895 
June, 1897 June, 1899 
December, 1890 September, 1902 
August, 1904 May, 1907 
June, 1908 January, 1910 


January, 1912 
December, 1914 
March, 1919 
July, 1921 

July, 1924 
November, 1927 
March, 1933 


January, 
August, 
January, 
May, 1923 
October, 
August, 1929 
May, 1937 


June, 1938 February, 1945 
October, 1945 November, 1948 
October, 1949 July, 1953 
August, 1954 July, 1957 
April, 1958 *May, 1960 *25 


Wars are, without doubt, important ex- 
pansionary influences cyclical behavior. 
Exogenous influences such financial 
panics, speculative land values falling 
and the aftermath war seems act 
depressants. The 
fact American economic life seems 
the general ability this economy 
increase its industrial production. 
When the are smoothed, trend 
line over the years demonstrates annual 
consistant productivity increase be- 
tween 31/2%. 


Long run optimism healthy busi- 
ness outlook. Cyclical analysis indicates 
short lived cyclical corrections. Although 
evidence certainly not conclusive, op- 
timistic planning seems order 
for both long and short term purposes. 


Two excellent Occasional Papers 
Ilse Mintz (American Exports Durihg 
Business Cycles 1879-1958) and Thomas 
Stanback, Jr. (Postwar 
Manufacturers’ Inventories) reviews the 
relation between exports and domestic 
business cycles over sixty year span 
and the latter paper Stanback analyzes 
the behavior manufacturers’ stock 
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finished goods, goods process and 
purchased materials during the three 
postwar business cycles, 1946-1958. The 
paper explains why inventory movements 
have continued play major role 
business recessions, despite the fact that 
stocks are smaller relative sales. (Solo- 
mon Fabricant Respect For Facts). 


Geoffrey Moore his Occasional 
Paper (National Bureau Economic 
Research) discusses the “Statistical In- 
dicators Cyclical Revivals and Re- 
The paper has copyright 
date 1950. the understanding 
this writer that Dr. Moore has written 
recent treatise his Statistical Indita- 
tors that available for public consump- 
tion. (a) 


Leading Indicators 


Dr. Moore, because the nature 
certain statistical series lead lag 
eight such indicators which have led 
such cyclical turns. The average lead for 
each indicator ranged from 1.7 months 
10.5 months. all eight indicators 
were used, the manager corporation 
would have been able adjust his fore- 
cast figures, feasible, approximately 
six months advance cyclical turn. 


Industrial and Commercial 
for example, demonstrated cy- 
clical lead approximately 101/2 
months eleven out fourteen cycle 
turns covered. Only once did the indica- 
tor lag. 


(a) Cycle Indicators (Vol. and 
Geoffrey Moore, Princeton Univer- 


sity Press, Princeton, New Jersey( $15.00), 
1961. 
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The Dow Industrial common 
stock price index demonstrates cyclical 
approximately months with about 
the same degree reliability. 


New Orders the Durable Goods 
Industry showed lead time approxi- 
mately months. 


Residential Building Contracts showed 
month lead, although not many 
cyclical turns were applied test this 
indicator. 


Commercial and Industrial Building 
Contracts, average hour worked per week 
(manufacturing), New 
and the Wholesale Price Index make for 
the remaining indicators which have 
progmatically demonstrated propensity 
lead the business cycle. 


Roughly Coincident Group 


This group selected business indica- 
tors tend turn with the business cycle 
itself. Its usefulness confirm what 
the leading indicators have predicted. 
Although additional time must elapse 
order obtain assurance, generally 
assumed that few people are aware 
cyclical turn until the full force the 
turn spent and counter-cycle begins 
develop. 


Amongst the coincident group are 
such indicators as: 


Employment Non-Agricultural 
Establishments 


Unemployment 

Corporate Profits 

Bank Debits (outside New 
York City) 
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Freight Car Loadings 


The FRB Index Industrial Pro- 
duction 


For final confirmation cyclical 
turn, Dr. Moore has compiled five in- 
dicators under the general heading 
Lagging Group. These indicators tend 
lag behind the cyclical turn anywhere 
from under one month 71/2 months. 
For those business establishments who 
can afford wait for such confirmation, 
the lagging indicators stamp the cyclical 
turn being “authentic”. These indica- 
tors include: 


Personal Income 

Sales Retail Stores 

Consumer installment debt 
Bank rates business loans 


Manufacturers’ inventories cur- 
rent prices. 


(1) The increased relative importance 
those classes inventory investments 
that typically lead—particularly invest- 
ment purchased materials and goods 
the process being manufactured into 
durable products, have been included 
new list The series 
seems indicate increased sensitivity 
changes business and greater de- 
terminaton ability ‘part ad- 
just their inventories promptly these 
changes. may reflect, well im- 
provement the statistics inventories 
change that is, not inventory be- 
havior. 


(1) Solomon Fabricant Respect For 
Facts (40th Annual 1960 Na- 
tional Bureau Economic Research 
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(2) Solomon Fabricant refers 
paper Bry which the average work 
week discussed leading indicator. 
explanation points such factors 
the case with which can 
adjusted compared with adjustments 
the labor force, and the desirability— 
view the uncertainties confronting 
businessmen about the course business 
conditions—of postponing reversal 
employment policy until several months’ 
evidence support such change has 
accumulated. 


Sometimes, was the case 1948, 
the leading indicators began predict 
the turn almost two years advance. 
lead this length not too helpful 
short-run forecasts, especially there 
reason for expecting the lead 
long. 


Gordon points out; “The 
reader should not jump the conclusion 
that have here infallible forecasting 
device. The leads are irregular; use the 
per cent criterion may lead impor- 
tant delays recognizing cyclical turns; 
further delays are involved must 
wait for the publication very large 
number series and wait further until 
can recognize when each series 
our sample has reached cyclical turn. 
Nor does this method tell anything 
about the amplitude the phase that 
are trying predict.” 


Gordon points out that the Standard 
Oil Company (New Jersey) experi- 
menting with the forecasting technique 
based upon the sort information con- 
tained Indicators. Dr. Arthur 
Burns, former Chairman the Coun- 
cil Economic Advisers and Director 
the National Bureau Economic Re- 
search, says that findings such 
“prove helpful predicting reversals 
the direction total economic activity— 
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least identifying them such 
promptly.” 


With reference the Dow-Jones stock 
averages, interest note that the 
“bull” market has proceeded strong 
upward fashion since October, 1960. 
Measured the monthly average 
Standard 425 stock industrial 
index, the gain has been 22.9 per cent. 
The 1959-1960 market dip was the 
mildest since 


Steel users are ordering more steel and 
taking less from their inventories. Con- 
sumption steel has risen. Automobile 
sales have picked up. January and Feb- 
ruary sales were very bad. March showed 
good gain. April expected outpace 
March. 


Industrial production, coincident in- 
dicator, rose slightly March (seasonally 
adjusted) and showed upward trend 
for the first time eight months. Ac- 
cording the Federal Reserve Board, 
industrial production rose from 101.9 
per cent, the 1957 average, February 
102.4 per cent March— increase 
1/2 per cent. The index had 
been falling steadily since the beginning 
the year, when was level 109. 
Other signs cyclical recovery are rising 
housing starts and improvement ex- 
penditures for new plant and equipment. 


Unemployment expected continue 
cession cyclical downturn, but because 
technological innovation, making many 
industrial skills obsolete. Secretary 


(2) Ibid 


(3) Robert Baron Gordon, Business 
Fluctuations Business Ac- 
tivity) Harper Brothers (1952) 
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Labor Goldberg refers this type un- 
employment “hard core” unemploy- 
ment, which institutional nature and 
appears require industrial re-training 


programs order equip people with 
usable skills. 


recent telephone conversation with 
Ashley Wright the General Economics 
Division Standard Oil Company 
New Jersey, information was obtained 
the practical use made in- 
dicators this company. Mr. Wright 
noted that peaks cyclical series tend 
cluster around certain date. fre- 
quency distribution made the num- 
ber series sample which turn 
particular month. was found that the 
series tend cluster around some month 
the year. curve then fitted the 
tail the series and extrapolated into 
the future. therefore necessary 
estimate the modal point the series 
which, turn, gives estimate the 
turning point the business cycle. 
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index leading and coincident 
indicators has been developed. Only those 
coincident indicators which have demon- 
strated their ability lead the cycle 
(albeit short period time) are 
used. Lagging indicators, useful for diag- 
nostic purposes, are found little 
value for prognostic purposes and are 
therefore not included the index. 


Mr.Wright feels that one indicator 
useful itself. Leading indicators have 
demonstrated significant lags the past. 
When used conjunction with series 
indicators, Mr. Wright claims that their 
accuracy have shown useful consistency. 
There claim that any one series 
the entire series combination can 
substituted for forecasting data peculiar 
given industry company. The indica- 
tors are supplement note replace- 
ment for data that already use. 
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The Real Estate Option 


Vincent Hubin 


outright purchase realty usually 
involves considerable outlay cash. 
Because this large cash requirement, 
most businessmen with limited resources 
are prone believe that real estate 
speculative media open only the 
This not necessarily for 
the option purchase realty can, among 
other uses, well adopted specula- 
tive device which involves minimum 
cash position. 


The purchaser option has right 
either buy refuse buy certain 
property definite terms within some 
specified period. The buyer holder 
option referred the optionee, 
whereas the seller owner the proper- 
called the optionor. Under the terms 
the option the optioner cannot sell the 
particular property anyone except the 
holder the option while force. 
The option agreement naturally includes 
such things the purchase price and 
other terms under which the holder 
the option required purchase. 
common practice attach the option 
copy the contract which will 
executec the option exercised. 


Vincent Hubin his S., 
and Ph.D. degrees from 
York University. licensed real 
estate broker York and New 

Jersey and approved appraiser for 

the New Jersey Highway Department 

and the Veterans Administration. 
assessor the Borough River, 
New Jersey. 
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The amount paid for the option 
usually considered part the purchase 
price the holder exercises his rights 
buy. the other hand, the holder 
allows the option expire, the price 
consideration paid for the option re- 
tained the owner the property. All 
rights holder the option also 
cease when the option expires. This 
only fair, for the owner the property 
has, effect, held his property off the 
market and has not been able sell 
anyone other than the optionee through- 
out the period the option was force. 


Factors Determining 
Price Option 


The price paid for option usually 
determined through bargaining between 
the parties. set standard price 
indicated; however, fair sum may range 
between one and ten per cent the value 
the property. This suggested amount 


Page 


4 . as 
4 
4 
1 J 
q 


variable for, reality, two options 
are identical. For instance, the length 
time the option, the level activity 
the real estate market, the bargaining 
advantages enjoyed either party, the 
purchase price the property, the type 
property, the mortgage structure en- 
cumbering the property, the desire 
the owner for quick sale all exert 
some contributing influence the op- 
tion price. 


Uses the Option 


One the many uses the option 
noted its application speculation. 
For instance, speculator might believe 
that certain property will increase 
value the near future because some 
anticipated improvement that will take 
place the neighborhood. This specu- 
lator might not have sufficient funds 
purchase the property, may un- 
willing tie funds the property 
because the anticipated improvement 
might not materialize. the light 
these facts, might try obtain 
option from the owner the property 
question. the owner willing give 
the option, the two parties will draw 
contract for the sale the property and 
attach their option agreement. 


anticipations were correct and the option 
has not yet expired, may adopt one 
two courses action. First, can exer- 
cise his right under the option and pur- 
chase the property the terms and 
conditions the option and contract. 
Secondly, the speculator does not have 
the necessary funds acquire the proper- 
ty, may assign his rights under the 
option another party. assignment 
rights this instance may consist 
transfer all part the specula- 
rights third party known 
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the assignee. Possibly example would 
clarify this relationship. For instance, 
speculator obtained one-year option 
for $2,000 property valued 
$50,000, and after six months, the pro- 
perty rose value $70,000 because 
the announcement new shopping 
center developed the neighbor- 
hood, the speculator could, all proba- 
bility, sell his option for some amount 
over what paid for it. Let assume 
that the speculator could induce the as- 
signee buy the option for $12,000. 
Under this assumption, the speculator 
nets $10,000 his option. The assignee 
also benefits buying the option from 
the speculator that obtains the 
right purchase property having 
value $70,000 for $50,000 plus the 
price the option $12,000 toral 
$62,000. Naturally, the owner the 
property loses here because his in- 
ability foresee the possible increase 
value his property the time gave 
the option. 


Another function the option 
noted its usefulness reserving 
property for buyer. For in- 
stance, land developer may note 
parcel farmland which could ad- 
vantageously adapted low-cost housing 
development. might purchase the par- 
cel with the possibility that would not 
permitted carry out his plans be- 
cause opposition the local planning 
board. might also buy immediately 
and discover that unable obtain 
adequate financing his proposed de- 
velopment. Therefore, light these 
presently undetermined conditions and 
risks, the developer naturally hesitant 
buy the farmland immediately. How- 
ever, through the use the option, the 
developer can reserve the property for six 
months, period long enough enable 
him ascertain his proposed project 
acceptable the planning board and 
make thorough market analysis 
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his proposal. finds that unable 
introduce his project, can let the 
option expire. the other hand, his 
analysis indicates that the project 
realistic and economically sound, can 
exercise his right buy under the option. 
Thus, under the option, the developer 
does not run the possible risk having 
his plans denied and also being the 
unwilling owner choice piece 
farmland having alternative use. 


The option also useful small scale 
builders who have limited capital re- 
sources. Instead tying all cash 
resources several lots, this type 
builder will usually buy one lot outright 
and obtain options buy several ad- 
ditional lots. Thus, can build one 
house the lot owns. the improved 
readily, can continue his 
operations exercising his right buy 
additional lots under .his option. Thus, 
through the use the option, the smaller 
builder does not become “land poor.” 


The option also used the acquisi- 
tion many small parcels order 
develop one large plot. This called 
assemblage. For instance, large corpora- 
tion may wish acquire particular site 
for new plant. The site question may 
owned many different individual 
owners. the corporation were start 
acquiring titles these many individual 
ownerships, could prove costly some 
two three the owners refused 
sell. This handful owners could block 
the final assemblage the entire proper- 
ty. Thus, the option can become useful 
and tool for 
achieving the ultimate assemblage. 
the negotiation with the various owners, 
the corporation will not deal directly, 
they will employ “dummies” who 
are skilled negotiators obtain options 
each the individual properties 
the affected area. When these “dummies” 


Fairleigh Dickinson University Business Review 


have successfully negotiated and obtained 
Options, they assign their rights under 
these options the corporation. The 
corporation turn enters into contracts 
with each the owners and thereby 
title the entire area. Another 
justification for the use this device 
noted the fact that property owners 
tend ask inflated prices for their 
property when they know they are 
dealing with affluent and large in- 
stitution. This situation typically 
the case when they are dealing with 
individual. 


Advantage Property Owner 


From this discussion, may appear 
that the realty option device which 
useful and beneficial only the op- 
tionee. This not entirely true for 
noted that the property owner receives 
compensation for agreeing sell only 
the optionee during the term the 
option. Thus, the option expires with- 
out being exercised, the owner retains 
the purchase price the option. 
previously noted, this may amount 
considerable sum. Futhermore, the owner 
does have the benefit knowing 
that his property desirable and that 
there evident market for it. This 
latter point may largely subjective 
advantage, but nevertheless does have 
some beneficial aspects. 


Summary 


closing might observed that 
obtaining option usually difficult 
because owners are not general- 
familiar with the instrument. Further- 
more, the owner may become quite sus- 
picious and hesitant the belief that 
the optionee not disclosing all his 
motivations his attempt obtain the 
option. despite these dis- 
advantages, the option can provide 
useful tool for operating realty with 
limited funds. 
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Planning For Small Business 


Saul Feldman 


1958, Congress created new con- 
cept federal income tax planning for 
closely held businesses. Briefly, Subchap- 
ter the new section the Internal 
Revenue Code created the Technical 
Amendments Act 1958, permits “small 
business” corporations meeting certain 
basic requirements, elect taxed 
the same manner partnerships. 
nerships pay tax. information 
return filed indicating the 
taxable income and each partner reports 
personally his share the reported in- 
come.) effect, under the new law, 
corporation electing the benefits Sub- 
chapter could have all the advantages 
the corporate form doing business, 
yet enjoy the privilege paying cor- 
porate tax. Instead, stockholders report 
their pro-rata share the corporation’s 
income losses and accumulated earnings 
may subsequently paid the stock- 
holders tax free. (Previously unreported 
income may paid out dividend 
any time and would taxed time 
distribution. 


Saul Feldman, CPA, Assistant 
Professor Accounting the Madison 
Campus Fairleigh Dickinson 
and incOme tax matters 
Feldman came Fairleigh Dickinson 
after long career public accounting 
member the American Institute 
Public Accountants, the New 


Jersey Society GPAs, and ibe 
American Accounting Association. 
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Subchapter was designed Congtess 
offer specific tax help sole proprie- 
torships and partnerships which wanted 
incorporate and enjoy the advan- 
tages the corporate form doing 
business, but nevertheless wanted avoid 
the so-called “double-tax 
dinarily corporations pay federal in- 
come tax 30% earnings 
$25,000; 52% earning over $25,000. 
Accumulated earnings subsequently paid 
out shareholders are again taxed 
the recipients dividends. effect the 
same income taxed twice.) Although 
this law was specifically designed eli- 
minate the double tax, many additional 
tax savings possibilities have envolved 
for the closely held business—whether 
now operating proprietorship 
partnership, for the already incor- 
porated business which can qualify. (See 
box) 


Upon incorporation and qualification 
under Subchapter existing proprietor- 
ships partnerships can continue their 
present tax payment status and the 
same time obtain all these advantages 
incorporation: 


Limited personal liability. Losses 
are limited the total amount 
invested therein. the other 
hand, partners 
may lose all their personal 
assets well their investment 
case business reverses and 


bankruptcy. 
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Easy transfer personal interests. 
The ownership rights the cor- 
porate stockholder are vested 
the stock certificates issued 
the corporation. These ownership 
rights are easily disposed 
event the desire sell the 
stockholders interest the cor- 
poration. However, partner- 
ship, must receive the 
consent the other partners 
either withdraw sell his in- 
terest. 


the event death the 
stock passes his 
heirs accordance with the will. 
the other hand, the death 
partner, the partnership 
automatically dissolved. The heirs 
must paid the decendent’s in- 
terest the remaining partners 
must consent the entry the 
heir newly organized 
business. 


Coverage for stockholder em- 
ployees under com- 
pensation insurance. Since owners 
and partners are not employees, 
coverage for the job accidents 
not provided within the frame- 
work the workmens compensa- 
tion laws and must obtained 
individual (and usually more 
expensive) accident policy. The 
premiums paid for this type 
coverage only tax 
deductible limited medical 
expense and only the extent 
that the policy coverage indem- 
nifies against the cost medical 
expenses and specific injury. (The 
portion the premium covering 
indemnity for loss income 
not deductible.) Once the busi- 
ness incorporated, however, the 
partner entrepreneur becomes 
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employee and covered under 
the corporation’s compensation 
policy money saving group 
rates. Moreover, policy premiums 
are wholly tax deductible the 
corporation necessary busi- 
ness expense. 


pension plans and 


profit sharing plans. The em- 
ployees corporation that has 
established qualified pension 
profit sharing plan enjoy attrac- 
tive benefits not available 
partner owner. Under these 
plans, funds are set aside the 
name the employee dis- 
tributed retirement separa- 
tion from the service the em- 
None the amounts con- 
tributed the employer 
qualified plan are taxed the 
employee until receives them. 
lump sum, any amounts received 
excess amounts contributed 
the employees are taxed 
low capital gain rates. If, upon 
retirement, the employee elects 
draw down his benefit over 
period time, his payments will 
taxed ordinary income rates. 
However, will receiving 


time when his earnings will, 
all likelihood, low and these 
benefits will probably taxed 
the lowest rates. 


From the point view the 
corporate employer, contributions 
these government approved 
pension profit sharing plans 
are tax deductible expenses. Fur- 
thermore, the contributions are 
held trust fund whose earn- 
ings are free all income taxa- 
tion. 
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Participation group life 
surance plans and medical pay- 
ment plans. 
ees may participate with the other 
employees business group 
term life insurance policies. The 
premiums these policies are 
tax deductible business expense 
the corporation but are not 
considered taxable income the 
employees. addition, upon 
adoption suitable plan, the 
stockholder-employee may have 
have his medical expenses paid 
for the corporation. Medical 
expense deductions which may 
lost because the income 
exclusion the personal return, 
may thus saved, inasmuch 
these medical-plan payments are 
deductible expenses the cor- 
poration. 


Benefits wage continuation 
plans (not available partners 
owners) may also availed 
stockholder-employees. Un- 
der these plans, $100 week 
may received tax free 
employee while absent from 
work because illness injury. 
These payments are tax deductible 
the corporation. 


Qualification for the tax free 
death benefit. $5,000 may 
paid the estate bene- 
ficiaries deceased employee- 
stockholder tax cost the 
recipient. similar payment 
the heir deceased partner 
the surviving partners would re- 
sult the creation taxable 
the recipient. Here 
also, the death benefit payment 
entirely tax deductible the cor- 
poration. 


Deferment taxable income. 
adoption fiscal year other 
than that the original proprie- 
torship partnership pos- 
sible defer eleven months 
taxable income. For example, 
calendar year proprietor in- 
corporates July 1961 (and 
elects Subchapter treatment), 
his corporation could adopt 
fiscal year ending 1962. All 
the income for the first year 
Operations corporation would 
reported 1962 and picked 
the shareholders 1962. 
Since income for the last six 
months 1961 included 
the 1962 fiscal earnings, the effect 
defer six months 1961 
income 1962. 


Advantages Existing Corporations 


many cases, existing corporations 
which qualify and make the election 
taxed small business corporation, 
may effect over all income tax savings 
addition those listed above. For 
example: 


Where the stockholders are tax 
brackets which are lower than 
those the corporation, alloca- 
tion corporate income (under 
Subchapter the stockholders 
will result savings measured 
the difference tax bracket per- 
centages. 


Existing corporations which have 
accumulated earnings beyond the 
reasonable needs the company 
and fail pay dividends order 
avoid the double tax mentioned 
above, become subject special 
taxes accumulated earnings. 
Corporations may avoid imposi- 
tion this tax electing small 
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status under Subchapter Once 
qualified, all earnings are taxed 
the stockholders, and even 
though accumulated, will not 
unreasonableness. 


the corporation sustains losses, 
these may offset against per- 
sonal income the stockholder. 
Conversely, personal losses may 
offset against corporate profits 
achieve income averaging and tax 
minimization. 


The tax benefits mentioned herein are 
not meant exhaustive. The examples 
illustrate typical situations which the 
election may used advantage 
entitles contemplating incorporation 
well existing closely held corporations. 


the other hand, prospective adopters 
should aware that there are possible 
disadvantages consider connection 
with Subchapter For example, the 
election should never considered 
when the stockholder existing cor- 
poration are high tax brackets. The 
election this instance would poor 
tax economy. 


Among other possible disadvantages 
considered are: 


newly incorporated business 
incur incorporation fees, annual franchise 
taxes and payroll tax expenses the 
salaries. 


The per cent dividend credit 
available non-electing corporations 
not available Subchapter corpora- 
tions. 


Corporate losses which exceed the 
total the stockholders investment may 
not used offset taxable income 
from other sources and are lost. 
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State laws regarding corporate re- 
porting are geared non-electing cor- 
porations. Electing corporations are there- 
fore faced with the necessity reporting 
income several bases. 


Should the election terminated, 
retained earnings which taxes have 
been paid the stockholders could not 
drawn out the corporation until all 
income earned before and after the elec- 
tion had been paid out dividends. 


Thus, can seen that while offering 
many benefits adopters, there are some 
disadvantages which must also con- 
sidered those contemplating election 


Where tax saving benefits appear 
the applicability and feasibility the 
election the specific circumstances 
should made. Careful use the pro- 
visions Subchapter offers many 
possibilities those concerned with tax 
planning for small business. 


What Corporations May Elect 
Subchapter Treatment? 


Generally, closely held corporations 
fitting the following statutory definition 
“small Business” corporation will 


qualify: 


must have fewer stock- 
holders, all whom must 
either individuals estates. None 
the stockholders can non- 
resident alien. 


tion with only one class stock 
outstanding. The corporation may 
not part consolidated 


group for tax filing purposes. 
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must derive least 20% 
its income from sources within 
the United States. addition, 
must not receive more than 20% 
its gross income from rents, 
royalties, interest, dividends, an- 
nuities and gains from sale 
exchange securities. 


should noted that there 
limitation size the above definition. 
Any size corporation could elect small 
business corporation treatment met 
the above definition. 


How the Election Made? 


The election may made only the 
month before the year for which election 
begin the first month that 
year. The election made Form 2553, 
available from the Internal Revenue Ser- 
vice. Since mecessary that each share- 
holder agree the special rules taxa- 
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tion under Subchapter 
signed consent form for each stockholder 
record the first day the tax 
year which the election sought, must 
attached the application. 


Whenever there change stock 
ownership, the new shareholder must 
file consent within days after 
becomes shareholder. 


How the Election Terminated? 


The election will terminated 
new stockholder does not consent the 
election all the stockholders 
consent its revocation. ‘The election 
will also terminated fails con- 
form the definition small business 
corporation above) any way. 
Once terminated, new election may not 
made for five years, unless the Internal 
Revenue Service gives special permission. 
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Incentive Travel Now 
Adapted Moderate 
Size 

Frederic Meystre 


Incentive travel the rewarding su- 
perior salesmen giving them trip 
instead extra cash bonus. Incentive 
travel has proved successful 
stimulus greater sales effort that 
now being used companies all 
sizes. Moreover, growing leaps 
and bounds. measure how important 
incentive travel has become can shown 
the fact that 1952 industry invested 
approximately six million dollars in- 
centive travel programs. 1959, the 
figure passed eighty million dollars and 
Sales Management magazine estimates 
that 1960, will exceed one hundred 
million dollars. 


recently three years ago, incen- 
tive travel was for the most part some- 
thing that only large corporations, with 
national dealer organizations, utilized 
reward for especially satisfactory sales 
record. Now, even relatively small sales 
organizations are using visions Ber- 
muda, Nassau, Port-au-Prince, and other 
exotic stimulate their 
organizations. 


from Stevens Institute Technology 
and his MBA and Ph.D. degrees from 


New York University. assistant 


Fairleigh Dickinson University. 
Salemanship published soon 


Prentice-Hall. 
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Moreover, has been found that the 
success travel incentive does not de- 
pend going exclusively far-away 
places; travel rewards the United 
States work well, too. big-city site 
ideal for small-budget campaigns cases 
where transportation costs must kept 
moderate. salesman goes further 
from Newark than Atlantic City even 
New York City, will feel great sense 
satisfaction and enjoy his prize, pro- 
vided gets the red carpet treatment 
all the way. How long since you and 
your wife luxuriated three days the 
Waldorf-Astoria, all expenses paid! 


The fact that incentive travel often 
produces better results than equivalent 
cash prize. The lure several days ease 
some fascinating spot works wonders 
causing sales rise. Johnson 
Johnson Company took its winning sales- 
men Jamaica three years ago. The next 
year return cash was tried, but after 
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the cash awards were distributed, the 
salesmen were disappointed. They 
realized they would not have the memo- 
ries that the trip Jamaica had evoked, 
and travel incentive was restored last 
year. 


Travel incentive can used stimu- 
late year-round sales, can used 
accomplish specific objectives. Dif- 
ferent companies use different ways. 
One company may wish reward its 
men for top percentage increase over 
quota. Fawcett Publications, for example, 
desired its 1960 advertising 
lineage one-third over that sold 1959. 
The reward promised was trip 
destination kept secret until the chartered 
plane was flight. Literature aboard told 
the men they had won trip San Juan, 
Puerto Rico. 


Another company may award travel 
prizes for turning the most orders 
during certain period, for the greatest 
number new customers two given 
months. Still another may send some 
fascinating spot all its dealers and also 
the individual salesmen who qualify. 
York Corporation, well-known refrigera- 
tion and air-conditioning company, uses 
this plan with great success. The pos- 
sibilities are endless; companies may 
stimulate their salesmen give more 
demonstrations; make each sale more 
profitable, meet some other need 
the sales department. 


Sometimes incentive travel planned 
that men know advance that they 
are going trip. This system, known 
the plateau-plan, encourages winning 
salemen keep winning after they have 
won. For instance, man might 
awarded trip Bermuda for selling 
thirty automobiles. can win ex- 
tension trip Haiti for selling just 
twelve more. 
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This plan has the advantage en- 
couraging salesman who conscien- 
tious and ambitious, yet not the leading 
salesman his organization, put forth 
extra effort earn his reward. modifi- 
cation this plan includes passage for 
the wife after has earned 
additional bonus points. One advantage 
providing incentive for the wife 
obvious the salesman acquires extra 
“boss” for the period the contest! 
company makes sure she kept well 
informed her standing from 
time time. The point is, incentive 
travel has become popular because 
works. works all levels sales 
and works diverse industries. For 
example, Thomas Marshall, circulation 
manager, 
“Travel awards tickle the imagination 
and provide solid incentive for all levels 
our sales staff, branch managers, 
dealers, roadmen, and supervisors.” 


Travel incentive popular with sales 
management. The cost the trip taken 
out increased gross income. Companies 
not have budget capital funds 
stage holiday trip. 


The winning salesmen gain prestige 
their home communities; thus get 
their companies talked about. Favorable 
public relations bound result when 
neighbors mention that Jones will 
missing from the local scene for week 
two. “He won his company sales con- 
test and going Aruba his reward,” 
the kind gossip that gets both Jones 
and his company talked about favorably! 


Men not work for their pay checks 
alone. They want recognition from their 
fellow men. Nothing beats the psycho- 
logy having top salesmen mix with 
other champions, and the urge get into 
this select circle tremendous stimu- 
lant other salesmen. 
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Along these lines, Dictaphone Corpora- 
tion finds that incentive travel promotes 
company spirit and loyalty. They are en- 
thusiastic about the way their salemen 
respond such recognition when 
accorded convention other Dicta- 
phone prize winners, held 
teresting rendezvous. 


Travel incentive encourages other 
salesmen “go thou and likewise.” 
When the winner comes back the 
branch office, tanned and hearty from 
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successful trip, and tells his life 
under palm trees high the moun- 
tains, spurs other members that 
office try harder next year. 


probable that the be- 
cause its positive values, travel incen- 
tive will increase even more popu- 
larity. With the jet age shrinking the 
world, not impossible dream that 
“Night the Opera” reward for 
the winner who sells the most refrigera- 
tors may mean “Night the Opera” 
Paris instead New York! 
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